Abstract: Direct government regulation of Saving and Credit Cooperative societies (Saccos) in Kenya came about through legislation enacted by the Kenyan parliament, the Sacco Act of 2008. The regulations were necessitated by the need to give proper structures and prudential standards to Saccos especially those involved in deposit taking activities referred to as Front Office System Administration (FOSA). The FOSAs carry out banking business with members of the public most of whom are not their members. Since the Saccos were not regulated by Central Bank of Kenya or the Banking Act, the government forged direct regulation through Sacco Society Regulation Authority (Sasra). This study therefore sought to investigate the effect of government regulation on performance of small Saccos in Nairobi City County, Kenya. Specifically the study sought to determine the effect of regulation requirements: statutory deposit fund, management qualification, and quality and membership on the performance of small Saccos. The study used survey research design while the target population comprised of all small licensed deposit taking Saccos in Nairobi City County. Data was collected by use of structured questionnaires. The main finding of the study is that implementation of government regulations has improved performance of the Saccos. Statutory deposit regulations positively affect Sacco liquidity while members also showed confidence in qualified managers based on performance but felt that membership regulation is punitive. In conclusion the regulation has positive effects on Saccos and hence the study recommends compliance by Saccos to the regulations.
Introduction
The co-operative nature of the Kenyan people can be traced to the pre-colonial traditional societies where people cooperated in several activities such as hunting, farming, building houses, taking care of animals and in many other important chores. The first formal Savings and Credit Co-operative Society (Sacco) in Kenya was at Lumbwa, Rift Valley in 1908. The Lumbwa Sacco was formed by white settlers to enable its members bargain for better fertilizer and seeds prices (Chebor, 2008) .
Kenya is regarded as the leading country in Africa in co-operative movement (ACCOSCA, 2013). There are 10,800 registered co-operatives Societies with a membership of 6 million. Co-operatives have created about 250,000 direct employments and 5.9 million people benefit indirectly. The sector holds 31% of total national savings and contributes 46% of the national Gross Domestic Product (GDP). It has 70% of the coffee market, 76% dairy, 90% pyrethrum, and 95% of cotton (Ochanda, 2013) .
The size of a Sacco is determined by financial structure, asset quality, rates of return and cost, liquidity and signs of growth among others. In Kenya, Saccos Regulatory Authority (Sasra) determines the size of Saccos, regulates and cluster them on the basis of loans, deposits and asset base (Njuguna, 2012) . Small Saccos are considered to be those with asset base of below one billion. The Saccos with savings between one and three billon are considered medium while Saccos with over four billion are large Saccos. Source: Sasra The Co-operative Societies Ordinance Act of 1931 by the colonial government marked the first intervention for cooperatives in Kenya by the government (ICA, 2002) . The legislation of cooperatives in Kenya has been strong and metamorphosed from the Cooperative Ordinance Act of 1931 which was repealed in 1932 and later in 1945. The colonial government in 1946 established Department of Cooperatives to register Saccos. The first law governing Saccos was Cap 490 of Kenya formulated in 1966 based on International Labour Organization (ILO) and this was later replaced by Co-operative Societies Act, 12 of 1997.
Direct government regulation of Saccos came about through legislation enacted by the Kenyan parliament; the Sacco Act of 2008. The regulations were necessitated by the need to give proper structures and prudential standards to Saccos especially those involved in deposit taking activities referred to as Front Office System Administration (FOSA). The FOSAs carry out banking business with members of the public most of whom are not their members. Since the Saccos were not regulated by Central Bank of Kenya or the Banking Act, the government forged direct regulation through Sasra.
The Sacco Act No. 14 of 2008 was expected affect operation and reporting of Saccos. The Saccos must deposit 10% of their total member deposits or a minimum of Kenya shillings ten million to a statutory deposit fund in Sasra that is meant to act as insurance for the deposits. The Saccos are also required to hire qualified staff for their book keeping and a Chief Executive Officer of a Sacco is required to have a minimum of a masters degree in businessrelated field. The Act requires that all members of a Sacco be homogeneous. This implies that Saccos should be composed of Kenyan members with the same background (Kioko, 2012).
These changes in regulations are expected to have both short-and long-term effects on the Sac-cos. The impact will mainly be on loaning services offered by the Saccos, the savings deposit, the composition of Sacco membership and the qualification of Sacco staff as these issues are directly addressed by the Act.
Based on the foregoing this study sought to investigate the effect of government regulation on performance of small Saccos in Kenya. Specifically the study sought to: i) Investigate the effect of statutory deposit fund requirement on performance of small Saccos in Nairobi City County ii) Determine the effect of management qualification on the performance of small Saccos in Nairobi City County iii) Determine the effect of membership regulation requirements on performance of small Sacco in Nairobi City County Previous studies (Zeuli and Cropp have not looked at specific aspects of these regulations particularly the effect of statutory deposit fund requirements and Sacco membership on performance of the Saccos. The purpose of this study therefore was to investigate the impact of direct control by government (by regulation requirements: statutory deposit fund, management qualification, and quality and membership) through regulators like Sasra on the performance and sustainability of small Saccos in Nairobi City County.
Research Hypothesis
In an attempt to achieve the above objectives, this study developed the following null hypotheses i. Ho 1 : Statutory deposit fund requirement has no significant effect on performance of small Saccos in Nairobi City County ii. Ho 2 : Management qualification and quality has no significant effect on the performance of small Saccos in Nairobi City County iii. Ho 3 : Membership regulation requirements has no significant effect on performance of small Saccos in Nairobi City County 2.0 Literature Review
Theoretical Review
Regulation is a rule or law designed to govern conduct. It functions by creating limits, constraints, duty or responsibility. It can take many forms; legal restrictions promulgated by a government authority, contractual obligations that bind many parties, self-regulation by an industry such as through an association, social regulation, co-regulation, thirdparty regulation, certification, accreditation or market regulation (Cunningham 2007) .
The regulation of Saccos has been introduced in many places around the world. India adopted a regulation that gave cooperatives a hybrid business alliance system that has enabled the cooperative owned business to grow to big empire of companies and own vast properties around and outside India (Fischer and Cuevas, 2006). UNISAP Federation is responsible for Sacco control in Mexico and has seen Saccos grow to have lower risk than commercial banks. The Saccos have hence grown and patronizes more than 60% of the total Mexican rural population (Be'roff, 2008).
The regulation of cooperatives in Brazil was marked by legislation in 1890 to address involvement of military personnel in cooperatives. Canada adopted a data envelopment analysis (DEA) system that checks asset to equity ratio and a modified Z-score of all credit unions and compares them weekly to a fixed score. This has made Saccos to operate prudently hence fewer cases of cooperative failure (Pille and Puradi, 2002).
In U. S. A. credit unions are regulated by non banking financial institution laws securities and exchange Act. The system consists of complex rules that guide the operations of credit unions in the country. The system was introduced on the aftermath of great depression of 1929 and was meant to improve the public confidence on financial institution (Kumar et al, 1997).
In Egypt, regulation of credit union is controlled strictly as the government sets the ceiling interest rate for issuing loans. Credit unions are also registered and managed directly by Ministry of Economy.. The regulations are however, too stringent hence lead to the rise of an underground lending market as unregistered individuals come together and loan money amongst themselves (Mahmoud and Wright, 2000 Gordon and McClatchey (1999) investigated the behavioral change after introduction of reserve deposit by credit unions. They observed that the introduction of insurance deposit did not increase risk taking behavior by the credit unions as it was expected by their objectives; "A time series tests employing industry average financial ratios for federal and state credit unions did not support the increased risk-taking hypothesis. " This implies that the credit unions did not switch to a frenzy of loans issuing or saving increasing procedures although they were already insured and would be compensated in case of insolvency.
Honohan and Klingebiel (2003) analyzed the impact of blanket guarantees and other crisis management strategies on the full fiscal costs of resolving financial system distress. Their analysis of 40 credit unions that experienced financial crisis between 1980 and 1997 indicated that unlimited deposit guarantees with open-ended liquidity support and capital forbearance significantly increased the ultimate fiscal cost of revolving financial crisis.
Demirgus and Huizinga (2004) used SACCO level data covering 43 SACCOs for a period of between1990-1997 to study deposit discipline by modeling deposit interest rates. They found out that explicit insurance does lower Sacco's financial risk and does make interest payment less sensitive to individuals Sacco risk and liquidity. Government guarantees never completely extinguish market discipline and still stability can be undermined if SACCOs deposit insurance managers do not exert more discipline that is required.
The quality of a nation's contracting environment limits the contribution that variations in regulatory structures can improve both sustainable economic and microeconomic growth. Recent adaptors of statutory deposit fund include Africa and Latin America countries with low levels of financial development and government accountability. Using time series data for 58 credit unions, Cull et al (2005) found that explicit statutory deposits favorably impact the levels and volatility of financial activity only in the presence of a strong institutional development.
Management Qualification and Quality
Both Boards of Directors and senior management are accountable for the internal governance of SACCOs (Drake, 2002). The Board of Directors is the supreme authority and the highest decision making in SACCOs. While it has a duty to the Boards of Directors, senior management must be accountable for the implementation of policies, preparation of the budgets, strategic plans and achievement of predetermined targets specified in the strategic plans.
Grossman and Olive (2002) analyzed the usefulness of one share one vote systems on the control of co-operatives for maximum utilization. They found that the system provided an important front for selection of efficient management team since everyone had an equal chance to air his or her views hence decisions made are for the best of a company. They assumed two types of control benefits -benefits to security holders and private benefits to the controlling party. One share-one vote maximized the benefits to security holder relative to benefits of the controlling party hence encouraged the efficient management team. They found that the cooperative systems of running organizations produced better results and ensured that the shareholder's agents act in the best interest of share holders.
A key underlying factor behind merger activities is the beneficial side effect of economy of scale for which Mckillop et al (2002) noted was a considerable scope which in turn allowed credit unions to diversify into a range of product and services. The management of these ranges of highly sophisticated portfolio of investments needed highly qualified managers to run efficiently. Increasing members of credit unions, particularly to those that have merged to form larger entities, employed professional personnel in key roles such as Managers as regulatory requirement became a reality. There is a downside to merger, consolidation drive in that it is arguable that such a move will ultimately threaten the viability of smaller SACCOs, forcing them into merger and possibly affecting new start up rates of borrowing of their credit facilities.
The credit union ethos has always been as self help financial cooperatives and the push to merger, led to larger financial organizations professionally managed which competed effectively with other financial institutions.
Although policies are not a requirement in the provision of the Act, all SACCOs are required to have by laws that define at the minimum the field and requirement for membership, scope of activities, duties and responsibilities of the Board members, committees and operational staff. In the absence operational policies, some activities like setting interest rates on loans and saving products have been institutionalized in the bylaws, (Ademba 2011). Because of these, SACCOs are forced to refer to the AGM for operational decisions that can be easily made by senior management and hence SACCOs have kept their interest rates below market rates despite higher borrowing costs, stiff competition, fluctuating inflation rates and changing cost structures
The study by Wanyoike (2013) sought to investigate the effect on staff competence, quality of board of directors and corporate governance on financial performance of Saccos in Kenya with focus on Nairobi County. Using a population of 34 deposit taking Saccos the study finds that the quality of the Board of Directors, Sacco staff competence and corporate governance had a strong influence on the financial performance of the Saccos. The study concludes that all the variables of the study were important factors in financial performance of the Saccos.
The governance structure of SACCOs assumes its legitimacy via the votes of its members who surrender their wealth or administration to board of management (Muchemi, 2005) . The board can therefore make or break the wealth acquisition aspirations of the SACCO membership. One way through which SACCOs can improve management financial decisions is through provision of financial education to its members. If correctly applied, the knowledge can positively impact on the running of these SACCOs.
Membership Regulation Requirements
Kioko (2012) studied the effect of SASRA regulation on Sacco's financial performance in Kenya. The study used secondary data collected from the financial statements of the SACCOs to obtain information on annual earnings of 30 SACCOs registered under SASRA. A linear regression model of SACCO's return on assets versus SASRA regulations was applied to examine the relationship between the variables. The study found that higher capital requirements and increase in management efficiency impacted positively on SACCO's profitability in the post-capital regulation period.
Huppi and Fedder (2010) in their study of the role of groups and credit cooperative in rural lending concluded that co-operatives served members only and took deposits to ensure loaned members do not default. They found that successful group lending scheme work well with groups that are homogeneous and jointly liable for defaults. The practice of denying credit to group members in case of default by one of them is the most effective and least costly way of enforcing joint liability. Another way to encourage members to repay was viewed requiring mandatory deposit that is reimbursed only when all borrowers have repaid their loans. They concluded that since Saccos are a source of wellbeing to the rural members as they have a limited access to financial services from banks or other financial institutions checks should be put to ensure its continuity.
2.3 Conceptual Framework Figure 2 .1 below shows the relationship between the dependent and independent variables. The independent variables in the study include the statutory deposit requirement as a regulation to Saccos that each Sacco submit to the government 10% of the total deposit by members with a minimum of Ksh 10 Million to act as insurance deposit: management qualification and quality requirement that Sacco board of directors must have an understanding of business operations and that the C. E.O's minimum qualification be a masters degree and good conduct. Finally the membership requirement regulation that dictates that all the members that join a Sacco must be people with the same interest and Sacco can only carry out business with its members. The dependent variable in this case is the financial performance of Saccos. 
Research Methodology

Research Design
The research problem was studied using survey research design. This research design was relevant to the study because it gives insight into the process of obtaining responses from or about all of the members of the population in order to establish as many relationships as possible between the variable of the study as a basis for general findings (Kothari, 2012 ). The study was therefore able to generalize the findings to a larger population.
The Sample
The population for the study comprised of all the Saccos in Nairobi City County. The target population for this study was staff of all 11 small licensed deposit taking Saccos in Nairobi City County. The study used a sample size 36 following the formula by Kotler (2001).
Data Collection and Analysis
The study used primary data which was collected by useof questionnaire. The questionnaire was designed to gather information relevant to the research questions and to be administered to the sample under study. Data was then analyzed using descriptive and inferential statistics.
Analysis, Presentation and Discussion
This section summarises the results and findings of the study. The main objective of the study was to investigate the effect of government regulation on performance of small Saccos in Kenya. Specifically the study sought to investigate the effect of statutory deposit fund requirement, management qualification and membership regulation requirements on performance of small Saccos in Nairobi City County. From the findings, most of the respondents (89%) worked for the Saccos as ordinary staff while 11% of the total responses were managers. Concerning the working period the modal period that the respondents have worked in Sacco sector was between one and five years with a mean of 2.11 and the middle age being 6 years of work experience. A total of 10 staff or 27.8% had worked for less than one year while 22.2% and 8.3% had worked for five to ten years and over ten years respectively. Over 70% of the respondents had worked for over one year. This pointed out that they had the knowledge and experience of their respective departments and therefore offered credible information towards the study.
1 Baseline Characteristic of Data
Statutory Deposit Fund Requirements
The first objective of the study was to investigate the effect of statutory deposit fund requirement on performance of small Saccos in Nairobi City County. Table  4 .2 summarises the effect of statutory deposit fund requirement on Sacco liquidity and amount of deposit. Table 4 .2 above shows that 77% of those interviewed agree that the statutory deposit requirement affects liquidity while 20% were neutral and the remaining three percent said that it had no effect. On members deposits, 23.5% of the respondents strongly agree that the regulation increased members deposit and 36.5% others also agree while 23.5% disagreed that and 9% strongly disagreed. However 7% were neutral. Half of those interviewed agree that the statutory deposit is not affordable to small Saccos, 20% of them disagreed while 14% strongly disagree and 14% were neutral. These findings are in agreement with (Fischer & Cueveas, 2006) who found out that insurance funds introduction does affect growth in credit unions and that it bolsters depositor's faith in stability of Saccos. Our findings that deposits in the Saccos increased after introduction of statutory deposit requirement (with 60% being in agreement) is in line with this study. 
Spearman rank correlation on the relationship between statutory deposit factors
Liquidity Deposit Cost Increase Affordability Profit
Statutory deposit requirement effect on liquidity Statutory deposit fund requirement is a sum deposited for security to a regulator. In this study, the introduction of this regulation has had an effect on Sacco performance. The increase in deposits increased liquidity and hence an increase in loaning activity. This is contrary to the findings by Gordon and McClatchy (1999) on behavior change after introduction of reserve deposit on credit unions. Their findings were that the unions did not increase risk taking behavior as they had hypothesized. This implies that credit unions did not switch to a frenzy of issuing loans even though the savings were insured and would be compensated in any eventuality.
The effect caused by transfer of money to the government has increased confidence in Saccos and hence improved liquidity. This is in agreement with Folkerts and Lindsen (1998) who found out that in case of financial problems of financial institutions with public insurance (fund) pushes government to bailout and hence security is high and difficult for government to resist helping out as stakeholders are of public in nature. Seventy 70% of those interviewed supported the introduction of management quality requirement while 18% were against the regulation and 12% were not sure. A chi-square test is presented. The management qualification and quality requirement was supported by most of those interviewed. It was their opinion that such management would improve performance. This is in agreement with (Andrew, 2008) who found out that ultimately the credit unions became strong, secure and professionally managed. A policy framework on new management was introduced In Europe which led to growth in the sector and emergence of strong credit unions capable of meeting credit of a wide range of persons. Table 4 .3 above shows that 68% of those interviewed agree that qualified managers give quality service to Saccos. 17% were however neutral with 15% being in disagreement. Management qualification has also been rated highly on performance with 63% of those interviewed agreeing and no one was neutral. 29% however disagree and further 17% strongly feel that qualification does not necessarily cause improved performance.
Management Qualification
Of the respondents interviewed 40% agree that management quality is of more benefit compared to cost, 11% are neutral. However 29% disagrees with this position and a further 17% strongly disagree. Table 4 .2.2 above show that 32% of those interviewed strongly agree that the qualified managers are more expensive for small Saccos with further 16% being in agreement. 17% however strongly disagree with further 16% disagree and another 17% were neutral.
4.3.1 Spearman rank correlation on the relationship between management quality and qualification. As indicated above the various factors associating with management quality requirement was analyzed. A result demonstrates that management performance has a significant correlation with all the factors evaluated. Manager's ways of handling issues was highly pegged on their qualification as shown in the table above. Profitability of the Sacco was also highly correlated with management performance. Strong correlation of 95% confidence intervals was noted between the variables
The findings on efficiency and timeliness of qualified managers are in concurrence with Ralson et al (2001) . The study found out that professionally run credit unions were stronger and more flexible unlike member run unions. Also on performance, the qualified managers are perceived to be more productive than their counterparts.
On strength of previous structures to enable smooth running of Saccos, the study was in contradiction with Ademba, 2011) as he found out that AGM was a tool of final decision making and board of directors as capable of running the Saccos. Most of those interviewed said that the previous structures were weak or poor.
The findings on qualification of managers concurs with Wanyoike (2013) as she found out that qualifications should be upgraded for managers to have more qualifications. This study found out that the management performance directly links with their qualification with 63% being in agreement that the qualified managers were performers.
Membership Requirement by SASRA
Figure 4.4 Support for the introduction of membership requirement
Of the respondents 60% of them support the introduction of membership requirement 25% were against the regulation and 15% are not sure. The findings of the study show that 60% of the respondents support the introduction of membership requirement that seeks to give Saccos homogeneous members. This is in agreement with Gordon (2002) whom in his study for better financial and social welfare, cooperatives should use common membership or goal oriented people to enhance wealth creation and more capital investment. This henceforth means that the regulation proposed will help in growing Saccos both in financial and profitability terms. Table 4 .4.1 above shows that 65% of those interviewed agree that membership requirement has improved services to members, 14% are however neutral with 5% strongly disagreeing and further 14% disagree. Also of the interviewed 8% strongly disagree that membership requirement has reduced mismanagement through close monitoring with 59% strongly agree with this position while 15% are neutral.
As per the think that the membership requirement is punitive to Sacco expansion, 15% of the members however agree with this position with 6% being neutral. The membership requirement however received minimal support by those interviewed. Most of them viewed the regulation as punitive as it works to reduce Sacco members and Sacco liquidity and earnings. This is in concurrence with Huppi and Fedder (2010) who concluded that Saccos have a pyramid effect and working to alter the pyramid shape at any level may lead to failure of the Sacco. Huppi and Fedder, (2010) also concluded that regulation of members will lead to reduction in default rate as familiar members will self-regulate. This is in contradiction with this study finding as the loan default was not reduced by the membership regulation requirement as it was expected that members would push each other to meet obligation as the failure of one member costs the others.
The study also found out that the membership requirement has not led to reduction of mismanagement. Close monitoring from 'members only' Saccos were expected to lower level of mismanagement. This is in line with (Muchemi 2005) whom in their study concluded that the one member one vote, the structure works to strengthen management and decision making and hence make or break the wealth acquisition aspiration of members by prudential board of management.
Hypothesis Testing
Ho 1 : Statutory deposit fund requirement has no effect on performance of small Saccos in Kenya.
Regression results revealed that statutory deposit fund has effect on performance of small Saccos (β 0.532; P value 0.014 and a t value 1.756) thus the null hypothesis had to be rejected. This implies that this factor has a direct effect on performance of small Saccos.
Ho 2 : Management qualification and quality has no effect on the performance of small Saccos in Kenya. Regression results revealewd that management qualification and quality has greater effect on performance (β 0.605; P value 0.009 and t value 6.231) and hence the null hypothesis was rejected. This implies that this factor has a direct effect on performance of small Saccos.
Ho 3 : Membership regulation requirements has no effect on performance of small Saccos in Kenya.
Regression results revealed that membership regulation requirement has effect on performance (β 0.788; P value 0.019 and t value 3.762) and hence the null hypothesis was rejected. This implies that the factor has a greater effect on performance of small Saccos.
Summary, Conclusion and Recommendation
Summary of the Findings
The study sought to investigate the effect of government regulation on performance of small Saccos in Nairobi City County. The first objective of the study was to investigate the effect of statutory deposit fund requirement on performance of small Saccos in Nairobi City County. The findings of the study reveal that statutory deposit fund requirement was a significant factor on performance of small Saccos in Nairobi City County.
The second objective investigated by the study was to determine the effect of management qualification on the performance of small Saccos in Nairobi City County. The analysis of data revealed a significant relationship between management qualification and performance of small Saccos.
Finally the study sought to determine the effect of membership regulation requirements on performance of small Sacco in Nairobi City County. Results from the study show a significant relationship between membership regulation requirements and performance of small Saccos.
Conclusion
The study has found out that the Sacco regulations have affected performance of small Saccos. Savings deposit requirement has improved confidence of members and hence lead to increase in savings which makes the Sacco more liquid to issue more loans and hence more profitable.
Management qualification requirement has made Sacco operation efficient and timely. The cost is however high and unaffordable to small Saccos but the tradeoff is positive. The membership requirement however has led to the reduction in the number of Sacco members and hence reduced deposits and business, making the Saccos less profitable. This is seen as a punitive measure to Sacco sector and hence emphasis needs to be concentrated to enable growth.
Recommendations
In line with the study the following recommendations are made;
The statutory deposit requirement is important in safeguarding deposits of Sacco members and hence all Saccos should move to insure their clients' deposits. Small Saccos that view the deposit as out of reach should seek mergers to be able to comply with the regulation and avoid deregistration.
On membership requirement the Sacco movement should lobby to have the requirement amended as it is punitive and has led to the reduction in Sacco members and also loss of business for Saccos.
